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Tracking Performance Across Assets (2015)

Asset Performance in 2015
Returns Through October 30, 2015

Source:Thamsan Reuters Datastream
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Assumptions and Risks
The Fed to proceed gradually and the ECB to continue QE (monetary
conditions to remain easy)
Currencies are the Central Bankers transmission mechanism to meet goals
Developed country economic expansion to continue
Inflationary forces to remain muted but not go away
Emerging markets to remain volatile (including China) amidst rebalancing

China will not turn into systemic risk factor, nor will commodity prices implode

Volatility to continue!
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Opportunities

Economically sensitive assets to outperform

Government bonds in core countries in broad yield range, need to tactically
trade

Satellite countries (NZ, Australia, Spain, Hungary) better value than core
1G and HY selectively attractive

EM will struggle to outperform; external better than local

Convertibles on compression in risk premium

USD strength (if Fed hikes)

Source:Morgan Staney Investmant Managermen, a3t Octaber 30,3055
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U.S. HighYield Spread
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U.S. HighYield Spread (cont'd)

Recessions, on the 240
other hand, are
unequivocally bad
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Source:Barclays Data asof October 30, 2085
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U.S. Non-Agency RMBS Fundamentals Improving

sapjcsse shier
Home prices measured by - =
Case-Shiller have risen 35% - o~
from the trough in 2012, but
remain 1296 below their peak.
Home affordability remains.

above the historic median,

giving home prices potential
room toincrease, =

Mortgage delinquencies
across all non-agency sectors
continue to decline due to B+ Defingency 1) utstandig Hor gy WS Marke e}
ising home prices and an .
improving economy.

N
Outstanding non-agency S
RMBS has declined by more
than two-thirds atthe end of
203 from the peak reached
in 2007, and il ontinve to
shink - a strong technical
factor supportingthe sctor

Source:Bloomberg, Creit Suss, SIFMA a5 of September 30,2015
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Why Unconstrained Fixed Income?

believe three factors are contributing to a climate change in the fixed income market
We believe the time 2.The 30-year bull 2.The environment 3.The time to be passive
e o market has ended has changed has passed
fived income
Falling rates used to + Postthe crsis, dealer + With lowyields and
* The bond market provide a cushion of inventory and liquidity limited potential capital
maeheschonged returns have been reduced gains, 3 passive approach
respond to this Risk of higher rates * Very large funds now have is sub-optimal
change will be crucial generating negative fewerinvestment * An active approach, with a
 aronconsirainas returns needs to be opportunities focus on capital
ey oiferns mitigated * We believe you need to be preservation and using a
broad range of + Today's low yields meana “right-sized" to execute broad range of
potentil vestment, new strategy s required on trades trumentsis pref
the imitations o
tracking 2 benchmark
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Comparing Unconstrained to Traditional Fixed Income

Traditional Fixed Unconstrained Fixed Alternative Fixed
Income Income. Income
Objective Excess retum Total return Absolute return
Benchmark Awareness  Benchmark sensitive  Benchmark agnostic Benchmark agnostic
Risk Neutral Point Benchmark Benchmark/Cash Cash
Interest Rate Profile Benchmark +/- Long Long/short
Credit/spread Risk Benchmrk +/- Long Long/short
Currency Risk Zero to modestly long  Active Active
or short
Hedging Manage risk vs. Isolate Beta & Alpha Isolate Beta & Alpha
benchmark opportunities opportunities
Risk Management Focus  Tracking error Absolute volatilty Absolute volatilty and
(standard deviation) drawdown
Instruments Bonds, select Bonds, active use of Bonds, derivatives asa
derivatives, noleverage  derivatives, noleverage  strategy, leverage
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A'Go Anywhere’ Global Fixed Income Approach

Flexibility to own the best sectors across the whole spectrum of
fixedincome

Active asset allocation through the cycle

Diversification Unconstrained
Fixed Income

Strategy

Capital preservation over the medium term (annual)

Attractive return relative to expectations

Index agnostic
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Opportunity Set

Duration/

Sovereign/
Emerging
Markets

croThemes
positioning)

Securitised |

Investment
Loans. Grade

Strategy Go Anywhere —Top Down Approach

HighYield Convertibles
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Morgan Starley Imiestmer: Managsent

Page1¢

MS INVF Global Fixed Income Opportunities Fund

As of October 30, 2015

Option
Effective Spread Adjusted Yield Standard
Duration Duration Spread to Maturity Deviation
Portlolio Summary 259 382 344 435 516
Sector NAV %
Credit 23
Investment Grade Credit 135
Emerging Markets Corporate Debt 15
High Yied Credit 27
Comertible Bonds 55
Securiised 202
Government Bonds 25
G long dated bonds. 18
Other Developed Market Governmerts 101
Emerging Markets External Debt s
Emerging Markets Local Curency Debt 71
cash 20
~Conses ofgornen bonds o Us, U, Gemeny nd spen
Saurce: Morgan Stariey Inesiment Maragement
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Glossary of Key Terms

Active Thediference between theFund and enchmark osition r sk metric

pha- el
WEuid v the Teasuny e Heerae
sc Yiedsare subjectt

By nestors 5 gauge o the amountofpeciedvolsUty.

. The Gt

14gar
s rsjorcomponents o U3 AGGregae ndex (15D 330 ilion),
oy ol h

e
Aagregate ndex (EU 300 il

ol
s billon) 1t sdeion o securties

eor

e Globa

ggred:
ol (058 300 milon), Euro-Yen Py 3 bilon, Canoian

Ty, The lobal Agregate

5 | INVESTMENT MANAGEMENT




